
 
 
 
 
 
 
 
 
July 15, 2002 
 
 
 
To:  Supervisor Zev Yaroslavsky, Chairman 
  Supervisor Gloria Molina 
  Supervisor Yvonne Brathwaite Burke 
  Supervisor Don Knabe 
  Supervisor Michael D. Antonovich 
 
From:  David E. Janssen 
  Chief Administrative Officer 
 
WORKERS’ COMPENSATION 
 
On January 29, 2002, during a discussion of the Probation Department’s industrial injury 
costs, the Board instructed my office to assess the need for the County to have a 
centralized Risk Management System, and to assess the need for departmental 
workers’ compensation budgets.  The information gathered and the conclusions 
reached are reported below. Subsequent review and approval by the Board of the 
Consolidated Risk Management Program (CRMP), which is currently in the 
implementation phase, within this office, was considered during this assessment. In 
addition, the report contains information on the workers’ compensation practices by the 
Department of Human Resources (DHR). 
 
Workers’ Compensation Practices 
 
A centralized countywide workers’ compensation program had been administered by 
DHR and is now consolidated within the CAO.  Some of the tasks, however, have been 
outsourced and handled by private contractors referred to as Third Party Administrators 
(TPAs).  The unit performs oversight of all outsourced tasks, by assigning up to two 
experienced fulltime workers’ compensation specialists to each of the TPA locations.  
The County specialists involved in this process are well versed in California’s workers’ 
compensation law, and the benefits provided by the County.  They have first-hand 
claims adjustment experience, and have supervised claims adjusters.  Oversight 
provided includes approval of all payments over certain limits; authorization of awards; 
handling of special problems; and providing expert advice on County processes such as 
the Payroll System. 
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In addition to the oversight provided by specialists who are permanently assigned to 
TPA locations, other specialists travel among TPA locations, conducting a variety of 
tasks.  Among the tasks performed are:  auditing for penalties and overpayments; 
providing special expertise in vocational rehabilitation; identifying fraud and developing 
fraud cases; and providing training to TPA staff. 
 
Specialty services are also provided.  For example, the Environmental Health and 
Safety Services Section is staffed by five industrial hygienists who provide consultation, 
advice and guidance to departments in all areas of health and safety, including 
Cal/OSHA compliance and injury/illness prevention.  Quarterly seminars are conducted 
on this subject matter. 
 
Another specialty area is Early Return-to-Work. In-house training and guidance is 
provided to departments that wish to conduct Early Return-to-Work Programs.  
Vocational rehabilitation specialists conduct departmental training sessions upon 
request, and seminars in program procedures are conducted on a quarterly basis. 
 
Each County department is responsible for loss prevention and control within their 
operations.  Departments typically designate a safety officer and an Early Return-to- 
Work Program coordinator to address these issues.  Seminars for safety officers and 
coordinators were conducted by DHR, and individualized assistance in program 
development was provided. 
 
Assessment of Need For Decentralized Workers’ Compensation Units 
 
In order to perform this assessment, data for two fiscal years were analyzed.  
Attachment I indicates the total number of open claims countywide for fiscal years 
2000-01 and for 2001-02 through February 2002.  Data for the five departments with the 
highest percentages have been highlighted.  The claims for each of the remaining 
departments (shown as “other County departments”) represents less than six percent of 
the countywide total.  The number of claims in the highlighted departments is relatively 
small, with the exception of the Sheriff’s Department.  However, while the number of 
claims in the Sheriff’s Department may be sufficiently large to achieve economies of 
scale to stand alone, there are other issues that must be considered.  Among these are:  
 

• Employee concerns about department objectivity. 
 

• Confidentiality of medical and psychological reports. 
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• Lack of technical expertise at the department level.  (Each department 
would need to develop or otherwise obtain in-house experts to implement 
and manage a program that is complex and highly regulated.) 

 
• Increased costs for additional personnel at the department level. 

 
• Duplication of effort. 

 
• Fragmentation of the process, potentially leading to less control and 

inconsistent handling of claims across County departments. 
 

• The County is recognized under law as the employer, not the individual 
departments. 

 
Billing Procedures 
 
All benefit payments to County employees were processed by DHR.  Each department 
is subsequently billed for benefits paid to their employees plus associated administrative 
costs. The methodology utilized to bill departments involves the use of a three-year 
rolling average, where a ratio is developed utilizing a department’s last three years’ 
actual costs.  This ratio is applied to total estimated costs for the new fiscal year.  This 
methodology, which has been approved by the State, smoothes major cost variances 
between fiscal years. 
 
The Auditor-Controller’s Office recently conducted a review of the rolling average 
methodology as part of its review of the appropriateness of the workers’ compensation 
costs billed to the Sheriff’s Department.  During this review, the methodology was 
determined to be sound.  However, our office is exploring alternative methodologies for 
consideration. 
 
Other Findings 
 
The unanticipated increases in workers’ compensation costs are a concern for many 
departments.  To understand the nature of increases from one year to the next, a 
comparison of actual cost, actual amount billed and budgeted amount for fiscal year 
1999-00, 2000-01, and 2001-02 estimates was performed. Details are contained in 
Attachment II.  This comparison revealed that the major variance in costs is between 
the amount that departments budgeted and the actual amount billed. For example, for 
the past two fiscal years, departments were advised to budget for the coming year 
based upon the observed trends from the prior year.  However, it was not anticipated 
that the costs would exceed the budgeted amounts until December 2000 and December 
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2001, when the first few months of actual cost data became available.  Although 
departments were notified immediately in each of these years to expect the increase, 
they may not have been able to effectively manage the increase as the fiscal year was 
well underway. It appears that this problem exists because of the difficulty in estimating 
the impact of legislation changes from one year to the next, and greater than anticipated 
increases in medical costs. 
 
Conclusion 
 
Based upon the above analyses, decentralization of the workers’ compensation process 
to individual departments would not have prevented the unanticipated cost increases, 
as they are primarily attributable to circumstances beyond the County’s control, such as 
changes in legislation at the State level and the related expansion of benefits. In 
addition, decentralization would result in additional costs and duplication of effort.  We 
will refer this issue to the recently established Centralized Risk Management Program 
for additional analysis in an effort to identify ways to attain more immediate cost 
reductions.  
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